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“Most of the things we do, we do for not 
better reason than our fathers have done 
them or that our neighbours do them …” g

Oliver Wendell Holmes, Jr
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Standard assumptions

– The SAA will meet our objectives over timej

– Valuations don’t matter in the long run

– Volatility is a good indicator of risk

– The order of returns doesn’t matter
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A triumph of hope over experience
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Price impacts return

US Equity Market and Shiller PE
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Risk is not volatility
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Order of returns matters…a lot
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Building a better portfolio 

– Focus on the delivery of real outcomes (not relative ones)

– Recognise that risk premium are dynamic - and use them

– Recognise that the path of returns is important

– Manage the risks that matter – not the easiest to measure

– Create accountability for ‘real’ not ‘relative’ outcomes
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Pre-requisites for a successful model 

– Consistent and repeatable model for generating returns

– Differentiation in return expectations

– A portfolio construction process able to manage uncertainty

– An execution platform that can accommodate substantive asset 
allocation changes

– Appropriate risk management methodology
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A consistent, repeatable, forward looking return framework

– Long run returns vary but can be US Equity Market and Shiller PE% RatioLong run returns vary but can be 
predicted

– Returns can be decomposed into 3 
elements
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Understand asset market behaviour

25
Distribution of real US equity returns* (decade by decade)
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Own assets that meet the real objective

Distribution of returns Asset allocation
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Managing for uncertainty 

Earn a broad range of risk premia over time

Equity Hedge 
Funds

Property High 
Yield

Private 
Equity

Com-
modities

CurrencyInfra-
structure

Cash Equity Illiquidity SkillTerm Credit Volatility

14 Source: Schroders
Graph for illustration only



Managing for uncertainty 

Adjust asset class exposure over the cycle
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Measuring and managing the risks that matter

Equity markets provide 

Contribution to VolatilityKey Metrics

the largest contribution to 
volatility with a 57% 
contribution 

Expected
Return 

8.7% 

Volatility 5.5% 

95%VaR -1% 

95%VaR -5.1% 

Prob. of Loss 6.3% 

16

Shows the decomposition of risk at the asset 
class level

Source: Schroders, SMART VaR



Current Schroder Real Return Fund 
Diversified and low riskDiversified and low risk
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17 Source: Schroders as at 31 July 2010
Please note that this is indicative exposure only and may change, subject to market conditions and outlook
May not add to 100 due to rounding
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Where does it fit? 
All, core or alternative?

CPI+ as a core of the portfolio
Defensive

Growth

Growth

Objective 
Based 
Core

DefensiveDefensive

Objective Based

18 Source: Schroders



Investors want real returns not relative ones

Fixed SAA won’t work in this world– Fixed SAA won t work in this world

– Peer group risk will rise, BUT absolute risk will fall

– Simple, transparent and cheap
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Disclaimer statement

Opinions, estimates and projections in this presentation constitute the current judgement of
the presenter as of the date of this presentation. They do not necessarily reflect the opinions
of Schroder Investment Management Australia Limited, ABN 22 000 443 274, AFS Licence
226473 ("Schroders") or any member of the Schroders Group and are subject to change
without notice.

In preparing this presentation, we have relied upon and assumed, without independent
verification, the accuracy and completeness of all information available from public sources
or which was otherwise reviewed by us.

Schroders does not give any warranty as to the accuracy, reliability or completeness of
information which is contained in this presentation. Except insofar as liability under any
statute cannot be excluded Schroders and its directors employees consultants or anystatute cannot be excluded, Schroders and its directors, employees, consultants or any
company in the Schroders Group do not accept any liability (whether arising in contract, in
tort or negligence or otherwise) for any error or omission in this article or for any resulting
loss or damage (whether direct, indirect, consequential or otherwise) suffered by the
recipient of this presentation or any other person.

This presentation does not contain, and should not be relied on as containing any
investment accounting legal or tax advice
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investment, accounting, legal or tax advice.




